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2.2 Transaction structure 
The transaction’s structure is summarised below as described by the directors in their report 
prepared pursuant to article 2441.6 of the Italian Civil Code: 

• on 10 June 2009, the company’s board of directors placed €130 million of indexed bonds, 
giving Goldman Sachs International, the sole book runner, an over allotment option for an 
additional €20 million. The sole book runner exercised this option on 14 June 2009 setting 
the total value of the indexed bonds at €150 million; 

• pursuant to the regulation for the indexed bonds (the “regulation”), each indexed bond holder 
(the “bond holder”) may request redemption in cash (“cash redemption option”) at any time 
after the indexed bond issue date up until seven days before their maturity; 

• the company may decide, at its own discretion, whether to meet the bond holder’s cash 
redemption option by issuing and/or delivering ordinary shares (“redemption option in 
shares”); 

• pursuant to the regulation, the cash redemption option cannot be exercised after the date on 
which the company decides to opt for this redemption method and the company may redeem 
the indexed bonds only using the method established for the redemption option in shares. 
The number of shares to be issued and/or delivered following exercise of the redemption 
option in shares shall be determined considering the ratio of the nominal amount of the 
indexed bonds to be redeemed and the conversion price ruling at that time (the “conversion 
price”); 

• the indexed bonds shall be issued on 8 July 2009 with a maturity date of 8 July 2014; 
therefore, the cash redemption option or the redemption option in shares shall be exercised 
no later than 2 July 2014 or, should the issue date be postponed, another date that is seven 
days earlier than the bonds’ maturity date (the “last conversion date”). 

• the board of directors agreed to issue the indexed bonds, given the favourable market 
conditions, and the company’s exercise of the option to meet redemption requests by 
delivering shares as this would limit the outlay of cash to settle financial expense and 
principal falling due while concurrently strengthening its financial position; 

• the share capital increase, excluding the options, may be used by the company to 
independently decide whether to redeem the indexed bonds in shares, thus achieving greater 
capitalisation and decreasing its debt; 

• exclusion of the options is justified by the issue of indexed bonds, which are a complex debt 
instrument reserved for qualified investors only (also given the minimum threshold of 
€50,000) and the possibility for the company to redeem the indexed bonds with shares thus 
limiting cash outlays and concurrently strengthening its financial position, as noted. The 
directors deem it fundamental that the indexed bonds can be converted into shares as 
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exercise of this option allows the company to limit the financial cost of redemption to the par 
value (100% of the bonds’ nominal amount, plus interest), given the bonds’ indexation; 

• the maximum number of shares to be issued for the share capital increase proposed by the 
directors is 30,000,000, although the conversion price may be adjusted as provided for in the 
regulation. 

2.3 Bond characteristics  
The main characteristics of the bonds, as disclosed by the directors in their report prepared 
pursuant to article 2441.6 of the Italian Civil Code, are set out below: 

• the indexed bonds shall be issued at a value equal to 100% of the nominal amount and will 
mature in the fifth year from their issue date, i.e., 2014, except for requests for early 
redemption, conversions, purchases or cancellations; 

• the indexed bonds have a six monthly coupon equal to an annual interest rate of 5.375% and 
a set conversion price of €5.00; the coupon thus incorporates the conversion premium of 
33.58% compared to the market price of the company’s ordinary shares on 10 June 2009 up 
until determination of the offer terms as the weighted average price compared to the number 
of Bulgari S.p.A. shares;  

• in line with market practice for this type of debt instrument, the regulation provides for 
adjustment formulae to the conversion price in specific circumstances triggered, inter alia, 
by the following events: 

- change in the controlling shareholder; 

- change in the shares’ nominal amount;  

- bonus share issue, by using profits or reserves;  

- dividend distributions;  

- share capital increases against consideration when the issue price is lower than the 
shares’ market value; 

- mergers and/or demergers; 

- allocation to shareholders of options to purchase shares or convert financial instruments 
other than shares into company shares; 

• the company may redeem the indexed bonds in advance should it be required to pay 
additional amounts for interest due to changes in the applicable tax legislation; in this case, 
the amount to be paid shall equal the nominal amount increased by interest accrued from the 
last coupon payment date and not yet paid; 

• the indexed bonds offer complete protection with respect to future dividends paid by the 
company. Specifically, should the company decide to distribute dividends during the bonds’ 
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term, their conversion price shall be adjusted to compensate the bond holders for the amount 
of distributed dividends; 

• the company shall apply for listing of the indexed bonds on the official price list of the 
Luxembourg stock exchange and admitted for trading on the Euro MTF section of such stock 
exchange. 

2.4 Nature and scope of this report 
The scope of this report is to provide the shareholders with suitable information on the criterion 
adopted by the directors to determine the issue price, excluding the options, pursuant to article 
2441.5 of the Italian Civil Code. It also sets out our evaluation, performed as detailed below, of 
the fairness of such criterion given the specific aim of the proposed transaction. 

Accordingly, we examined the criterion adopted by the board of directors to determine the issue 
price in order to assess its fairness, reasonableness and non-arbitrariness at the date of this 
report, without performing a valuation of the company’s economic worth. 

3 Documentation used 
We obtained the documentation and information deemed useful for the scope of our engagement 
from Bulgari S.p.A.. We analysed such documentation, specifically: 

• the abstract from the minutes of the board of directors’ meeting of 16 June 2009; 

• the directors’ report which, pursuant to article 2441.6 of the Italian Civil Code, sets out the 
proposed share capital increase, excluding the options in accordance with paragraph five of 
the same article, the reasons for such exclusion and the criterion adopted by the board of 
directors to determine the issue price; 

• the minutes of the board of directors’ meeting of 5 June 2009; 

• the subscription agreement signed by Bulgari S.p.A. and Goldman Sachs International on 10 
June 2009; 

• the offering circular for the “Euro 5.375 per cent Equity Linked Bonds” issued on 6 July 
2009 by Goldman Sachs International; 

• Bulgari group’s interim report at 31 March 2009;  

• the annual separate and consolidated financial statements of Bulgari S.p.A. at 31 December 
2008; 

• Bulgari group’s interim consolidated financial statements at 30 June 2008;  

• the annual separate and consolidated financial statements of Bulgari S.p.A. at 31 December 
2007; 

• the current by-laws of Bulgari S.p.A.; 
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• the stock market trends of the Bulgari S.p.A. share on the stock exchange on 10 June 2009; 

• stock exchange trends of the Bulgari S.p.A. share on the stock exchange in the period from 
17 December 2008 to 3 July 2009. These prices were taken into consideration when 
calculating the average stock market price of the month and six months before: i) the date of 
the board of directors’ resolution (16 June 2009), and ii) the last trading day before the date 
of this report (3 July 2009); 

• trading volumes of Bulgari S.p.A. shares in the period between 17 June 2008 and 3 July 
2009; 

• data about the conversion premium usually applied to a restricted basket of convertible 
bonds with similar characteristics to those issued by the company; 

• recent analyses of the Bulgari S.p.A. share prepared by major financial institutions; 

Company management also confirmed that, to the best of its knowledge, no significant changes 
have taken place since 31 December 2008, other than those specifically disclosed to the market, 
with respect to the data and information used by us at the date of this report to carry out our 
engagement 

4 Valuation criterion adopted by the board of directors to determine the issue price 
As disclosed in their report, the directors deemed it suitable to apply the market price method to 
determine the issue price of the shares servicing the convertible bonds. 

Specifically, the issue price, set at €5.00, equal to the conversion price, was determined as the 
sum of the: 

• Market price of the company’s ordinary shares, being the average of the weighted prices for 
the volumes traded on 10 June 2009 up until determination of the offer terms (the “spot 
price”); 

• Conversion premium of 33.58%, calculated considering the above market price (the 
“premium”). 

We learnt that the conversion premium was estimated so as to make the convertible bonds’ 
financial structure stable. Therefore, the estimate was based on the value of the conversion 
option given to the bond holders as well as the present value of the future fixed coupons 
guaranteed by the bonds. The company concurrently recalculated the conversion premium using 
the average conversion premiums recognised by issuers during similar transactions, obtaining 
substantially the same results.  

5 Procedures performed 
With respect to our procedures carried out on the documents listed in paragraph two, we note 
the following: 
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• our engagement entailed an analysis of the adequacy of the criterion adopted to determine 
the share issue price, considering the proposed transaction’s specific scope; 

• we audited the company’s annual separate and consolidated financial statements at 31 
December 2007, pursuant to article 156 of Legislative decree no. 58 of 24 February 1998; 

• we reviewed the interim consolidated financial statements comprising the income statement, 
balance sheet, the statement of changes in equity, the cash flow statement and notes thereto, 
all forming part of the interim report at 30 June 2008; 

• we audited the company’s separate and consolidated financial statements at 31 December 
2008, pursuant to article 156 of Legislative decree no. 58 of 24 February 1998; 

• we reviewed the interim consolidated financial statements comprising the condensed balance 
sheet, condensed income statement, the statement of comprehensive income, the statement of 
changes in equity, the cash flow statement and notes thereto, all forming part of the interim 
report at 31 March 2009; 

• we analysed the Bulgari S.p.A. share’s performance on 10 June 2009 and noted that the 
share’s average price for the day was €3.80; 

• we analysed the Bulgari S.p.A. share’s performance in the six months prior to the board of 
directors’ meeting of 16 June 2009 (from 17 December 2008 to 16 June 2009) and the six 
months prior to the date of this report (from 2 January 2009 to 3 July 2009) and noted that 
the share’s average price, being the average of the market prices for each trading day in the 
periods considered, was €3.64 and €3.62, respectively; 

• we analysed the trade volumes of the last 12 months on the stock exchange organised and 
managed by Borsa Italiana S.p.A. of the Bulgari S.p.A. share; they were in line with the 
average volumes of the shares on the S&P Mib reference index for the period. 

We also analysed the materiality level of the conversion premium by carrying out the following 
checks: 

• analysis of the average conversion premiums applied during issues of convertible bonds with 
similar characteristics to those of this transaction. To this end, we analysed a restricted 
basket of convertible bonds with similar characteristics to those issued by the company in 
order to only include in the sample instruments with coupon, maturity and rating class (when 
these existed) levels in line with those of the transaction; 

• analytical estimate of the conversion premium using the financial modelling of the bond 
issue. The aim was to check whether the share issue price (market price + conversion option) 
and the bonds’ fair value balanced. Accordingly, we analysed the consistency between the 
conversion premium and the terms of the convertible bonds; we checked such terms by 
estimating the fair value of the bonds using generally accepted standard calculation models. 
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6 Comments on the fairness of the methods used by the board of directors 
When the options are excluded pursuant to article 2441.5 of the Italian Civil Code, paragraph 
six of the same article requires that the share issue price be determined based on the company’s 
equity and considering the share’s performance in the last six months, if listed. 

Paragraph six gives the directors ample freedom to determine the value held to represent market 
trends when using this method which does not necessarily have to be tied to average figures. 

With respect to the criterion adopted by the board of directors to determine the market price, we 
have the following comments. 

• generally speaking, market prices give direct information about the value given to shares by 
the market. Such value becomes important when the volumes traded and prices agreed for 
shares of companies under valuation are the result of a large number of continuous trades 
freely carried out by shareholders and investors on the market without external factors. 
Prices of shares with adequate liquidity levels and high trading volumes on active markets 
tend to converge towards the theoretically determinable economic value of the company, 
determined using different valuation methods (analytical or empirical); 

• the market price method is based on the price of the company’s share in different periods. 
The directors deemed it suitable to consider the price obtained from calculation of the 
average prices on the stock exchange on 10 June 2009 as significant. Although this decision 
does not appear to be fully in line with the generally accepted practice, which uses average 
values over longer periods of time, the market price used is not significantly different from 
the average price determined by us using the previous six months. A time period of one day 
could reflect extraordinary or speculative factors which could affect the fairness of the 
transaction; 

• with respect to the board of directors’ selection of the criterion to determine the conversion 
premium, we agree with the underlying rationale. The company did indeed adopt alternative 
methods aimed at checking the fairness of the convertible bonds and analysing the average 
conversion premium guaranteed by issues with similar characteristics. Adoption of such 
methods led to substantially similar results. 

We also reapplied the methods used by the directors and obtained results which were 
substantially similar to those described by them in their report; 

• our checking of the fairness, reasonableness and non-arbitrariness of the criterion adopted 
was based on the above market conditions existing at the date of this report; it is clear that 
different conditions could have brought us to consider different conclusions. 

7  Specific limitations and other significant issues that arose during the engagement  
The main difficulties and limitations encountered during our engagement are as follows: 
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• some information about the definition of the indexed bonds’ issue price was provided by 
management, with whom we met to discuss the considerations and technical analyses made 
to define the issue prices and who provided us with in-depth details of the considerations 
made by the directors in their report; 

• the board of directors deemed it suitable to use the market price method. We carried out 
additional tests of the materiality level of the market prices using price and trade volume 
information available from the info provider Bloomberg; 

• valuation of the bond and option components, embedded in the bond issue, was based on the 
“K. Tsiveriotis and C. Fernandez” pricing model, usually used to price financial instruments 
with characteristics similar to those of this transaction. It is clear that use of different models 
could have led to different conclusions; 

• the option value embedded in the indexed bonds was measured based on forecast and 
projected data which are, by their nature, uncertain; 

• analytical methods used to price newly issued shares were not applied to determine the issue 
price given the nature of the transaction. 

8 Conclusions  
Based on the documentation examined and the procedures performed and considering the nature 
and scope of our engagement related to the proposed share capital increase excluding the 
options pursuant to article 2441.5 of the Italian Civil Code, to service the possible redemption in 
the company’s shares of the bonds, we believe that, based on the information available at the 
date of this report, the criterion adopted by the board of directors to determine the issue price is 
fair, reasonable in the circumstances and is not arbitrary. 

Rome, 6 July 2009 

KPMG S.p.A. 

(signed on the original) 

Marco Maffei 
Director of Audit 




